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ABSTRACT 


This paper extends earlier work by updating the structure and policy parameters of payroll taxes 
in Canada. Drawing from a recent dataset, it also reports trends on the level, growth and role of 
each component of these taxes in recent years. Finally, it compares Canadian payroll taxes to 
those of the world’s leading developed countries. The following highlights the main findings. 


e Payroll taxes in Canada have grown considerably since the early 1980s, constituting an 
increasingly important source of revenues for both the federal and provincial governments. 
However, the rapid expansion observed in earlier years has in large part slowed down in the 
early 1990s. Payroll tax revenues collected from employees and employers in the country 
have stabilized at around 5.7% of gross domestic product (GDP) or 14.0% of total federal 
and provincial government revenues since 1992; the effective total payroll tax rate has 
levelled off at around $12.20 for every $100 of wages and salaries since 1994. 


e The structure, level, growth, and role of each component of payroll taxes vary considerably 
from one province to another. Yet, employment insurance (EI) premiums have been the 
largest component of these taxes in every province in both the 1980s and the 1990s, 
regardless of whether there are provincial payroll taxes; rising EI premiums have also 
consistently been the leading contributor to the expansion of total payroll taxes during this 
period. 


e Despite rapid growth in the 1980s and early 1990s, Canadian payroll taxes remain one of the 
lowest in the world’s major developed economies. According to data compiled by the OECD, 
total payroll tax revenues in Canada amounted to 6.0% of GDP in 1996 — that is 14% lower 
than that of the United States (at 7.0% of GDP); the lowest in the G-7 nations; and the 9th 
lowest among the 29 OECD member states. 


Key words: EI premiums, C/QPP contributions, workers’ compensation premiums, 
provincial/territorial payroll taxes, effective payroll tax rates 


JEL classification: E62; H25 
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I. Introduction 


Since the publication of Lin, Picot and Beach (1996)' and Picot, Lin and Beach (1995),” we have 
received a large volume of communications from the media, policy analysts, and business groups 
as well as academic researchers. Earlier correspondences were largely data requests; but inquiries 
of late are increasingly related to changes in policy parameters and particularly trends in recent 
years. These communications and others indicate that interest in payroll taxes continues to be 
high. This is hardly surprising for a number of reasons. 


First, as will be seen later, payroll taxes have expanded substantially since the early 1980s and 
have become an increasingly important source of government revenues in Canada, although the 
growth has somewhat levelled off in the early to mid-1990s. Revenues raised from payroll taxes 
levied on employers and employees reached over $48 billion in 1997, amounting to 14% of total 
federal and provincial government revenues. This represents an increase of over 70% from 1980 
(at 8.2%). Over the same period, total payroll tax revenues rose from 2.8% of GDP to 5.7%; the 
effective total payroll tax rate more than doubled from $5.61 per $100 of wages and salaries to 
$12.23; and average annual total payroll taxes increased from $1,650 per employee to over 
$4,200 (in 1997 constant dollars). 


Second, a number of payroll taxes or the social security programs that these taxes wholly or 
partially fund have lately raised vigorous political debate and widespread public concern. For 
example, the large amount of cumulative surplus in the employment insurance fund’ has recently 
sparked a series of policy debates among politicians, business groups, labour organizations as 
well as the general public. On the other hand, the large amount of unfunded liabilities in the 
Canada/Quebec pension plan (C/QPP),* compounded by the increasing expected future benefit 
payouts associated with demographic trends (e.g., the forthcoming retirement of the large baby 
boom cohort, population aging as a result of the continual increase in life expectancy and 
decrease in fertility), implies that sustainability of the program inevitably requires substantial 
increases in contributions or reductions in benefits or a combination of both for a long period to 
come. Rising C/QPP contributions increase the tax burden of current workers and businesses, 
which would have far-reaching labour market and other implications. Lower levels of benefits, 
on the other hand, reduce the income, consumption and living standards of not only current but 
also future retirees, which would also have wide-ranging economic and social implications. Both 
prospects have caused widespread public concerns. 


Third, there continues to be considerable interest in the effects of payroll taxes. The employer 
portion of payroll taxes is part of indirect labour costs that can appreciably affect firms’ cost 
competitiveness. Employers may react to such taxes in a variety of ways. They may, for example, 


1 Z. Lin, G. Picot and C. Beach (1996), “What Has Happened to Payroll Taxes in Canada over the Last Three 
Decades?”, vol. 44 , no. 4, Canadian Tax Journal 1052-77. 


2 G. Picot, Z. Lin and C. Beach (1995), “Recent Trends in Employer Payroll Taxes”, Canadian Economic 
Observer (September) 3.1-24. 


3 The Auditor-General reports an accumulated surplus of $21 billion by March 31, 1999, The Globe and Mail, 
October 27, 1999, A7. 


4 Details are found in “An Information Paper for Consultations on the Canada Pension Plan” (1996), released by 
the federal, provincial and territorial governments of Canada, Ottawa: Finance Canada. 


Analytical Studies Branch - Research Paper Series i Statistics Canada No. 11F0019MPE No.149 


reduce labour demand, substitute other factors of production for labour, or adopt new labour- 
saving technology. The result would be a loss of jobs in the economy. Alternatively, they may 
raise prices on their output or reduce wage increases that they would otherwise be willing to pay. 
In either case, the actual burden of the taxes could, in the long run, be partially or fully passed 
onto consumers through higher prices or onto labour through lower wages. 


Furthermore, most empirical studies have found, to varying degrees, a negative impact of payroll 
taxes on paid-employment, at least over the short- to mid-term.° However, payroll taxes may also 
have effects on self-employment, which has rarely been explored. To the extent that payroll taxes 
act as a disincentive for businesses to create paid jobs and hence an incentive for turning instead 
to contracting-out and other methods of engaging labour, rising payroll taxes would have created 
the demand for services provided by self-employed workers. Thus, to the extent that paid- 
employment is affected negatively but self-employment positively,’ the impact on_ total 
employment of payroll taxes may be smaller than previously documented. Much remains to be 
done to investigate the self-employment impact, and thus the total employment impact. 


Fourth, payroll taxes levied on workers reduce take-home earnings and disposable income 
available for consumption and maintaining standards of living. Workers may react to such taxes 
by reducing labour supply or demanding higher pre-tax wages. The result would also imply a 
lower level of employment in the economy, or higher labour costs to employers and hence lower 
labour demand. These issues also continue to be debated. 


Finally, given that a certain level of taxes has to be raised, there is also the issue of effectiveness 
and effects of payroll taxes relative to other forms of taxation. It is important to place impacts of 
payroll taxes within the context of alternative forms of taxation, by both economic as well as 
political considerations. 


In short, there are a great number of important issues surrounding payroll taxes. To properly 
address these and others requires knowledge as well as empirical analysis of the current tax 
system; available and suitable data are vital in the latter case. To facilitate our own as well as 


> For surveys and findings on these possible effects, see for example, J. Kesselman (1997), “Economic Issues of 
General Payroll Taxes”, Chapter 3, General Payroll Taxes: Economics, Politics, and Design, Canadian Tax 
Paper no. 101, Toronto: Canadian Tax Foundation; M. Abbott and C. Beach (1997), “The Impact of Employer 
Payroll Taxes on Employment and Wages: Evidence for Canada, 1970-1993”, in M. Abbott, C. Beach and R. 
Chaykowski (ed.), Transition and Structural Change in the North American Labour Market 154-234, Kingston, 
Ontario: IRC Press; R. Archambault and D. Hostland (1996), “Payroll Taxes and Employment in Canada: Some 
Evidence from Provincial Data”, mimeo, Ottawa: Applied Research Branch, Human Resources Development 
Canada; L. Marchildon, T. Sargent and J. Ruggeri (1996), “The Economic Effects of Payroll Taxes: Theory and 
Empirical Evidence”, mimeo, Ottawa: Economic Studies and Policy Analysis Division, Finance Canada; C. 
Beach, Z. Lin and G. Picot (1995), “The Employer Payroll Tax in Canada and Its Effects on the Demand for 
Labour”, presented at the conference on Transition and Structural Change in the North American Labour Market, 
Kingston, Ontario: John Deutsh Institute and the Industrial Relations Centre, Queen’s University, May 25-27; L. 


Di Mitteo and M. Shannon (1995), “Payroll Taxation in Canada: An Overview”, vol. 3, no. 4, Canadian Business 
Economics 5-22. 


See examples in footnote 5 and the references therein. 
For recent trends of self-employment and a discussion of the possible impacts of payroll taxes, see Z. Lin, J. 


Compton and G. Picot (1999), “Rising Self-Employment in the Midst of High Unemployment: An Empirical 
Analysis of Recent Developments in Canada”, vol. 7, no. 4, Canadian Business Economics 65-78. 
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others’ research efforts, we have updated an earlier data compilation exercise which in large part 
leads to this paper. 


The rest of the paper proceeds as follows. Section 2 provides a comprehensive review of the 
structure and policy parameters of the Canadian payroll tax system. Section 3 reports trends on 
the level, growth and role of each component of these taxes in recent years for the country as a 
whole and for each province. Section 4 compares Canadian payroll taxes to those of the world’s 
leading developed countries. Finally, Section 5 closes the paper with a summary of main 
findings. Detailed data series are provided in the appendix. 


2. Structure and Legislative Parameters 


A government levy is considered a payroll tax if and only if it satisfies two conditions: i) being 
legislated and ii) being related to employment (i.e., earnings for workers or payrolls for 
employers).® Many lump-sum charges (e.g., Ontario’s health care premiums from 1959-1989, 
health insurance premiums charged on program participants by Alberta and British Columbia) 
are not payroll taxes because although being legislated, they are unrelated to employment and 
invariant to earnings/payrolls. On the other hand, many fringe benefits (e.g., employers’ 
contributions to employees’ private pension plans, group life insurance) are not payroll taxes 
because although being related to employment and varied with earnings in some cases, they are 
not legislated. 


Table 1: Payroll Taxes in Canada, 1999 


Name of Tax Authority Contributor Effective 
Employment Insurance (EI) Federal Employers; 1940 
Employees 
Canada Pension Plan (CPP)! Federal Employers; 1966 
Employees; 
Self-employed 
Workers’ Compensation (WC) Workers’ Compensation Boards Employers 1910s 
Health Services Fund (HSF)’ Quebec Employers 1970 
Health and Post-Secondary Education Tax Levy Manitoba Employers 1982 
Employer Health Tax (EHT)° Ontario Employers 1990 
Health and Post-Secondary Education Tax Newfoundland Employers 1990 
Payroll Tax Northwest Territories Employees 1993 
Employer Contributions to Vocational Trainin Quebec Employers 1996 


1 Workers in Quebec are covered by, and contribute to, the parallel Quebec pension plan (QPP). 

2 Between 1970 and 1977, the levy was also charged on the net income of employees and the self-employed. These non- 
employer contributions were abolished at the end of 1977. In 1993, another form of individual contributions to the HSF was 
introduced. 

3. The EHT was initially charged on employer payrolls only but expanded its coverage to net self-employment income in 1993 
(self-employed health tax (S-EHT)). Beginning in 1999, the S-EHT was abolished. 


0 ee eee ee ee 
8 For more detailed discussions on the characteristics of payroll taxes, see J. Kesselman (1997), “Role of Payroll 


Taxes in Public Finances”, Chapter 2, supra footnote 5. 
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There are currently a total of nine payroll taxes in Canada: two nation-wide by the federal 
government, one nation-wide by all provincial/territorial governments, and _ six 
provincial/territorial by five provincial/territorial governments (Table 1). The two national 
payroll taxes by the federal government are the employment insurance (EI) premiums and the 
Canada/Quebec pension plan (C/QPP) contributions. While EI premiums are levied on 
employees and employers, C/QPP contributions are levied on employees, employers and the self- 
employed. The other national payroll tax by all provincial/territorial governments is the workers’ 
compensation premiums levied on employers only.” The six provincial/territorial payroll taxes 
are: the health services fund contributions levied mostly on employers by Quebec; the health and 
post-secondary education tax levy charged exclusively on employers by Manitoba; the employer 
health tax of Ontario; the health and post-secondary education tax levied on employers only by 
Newfoundland; the payroll tax levied on employees only by Northwest Territories; and the 
employer contributions to vocational training charged on employers only by Quebec. 


Employment Insurance Premiums 


The federal government has levied a national payroll tax on both employees and employers to 
finance the employment insurance (unemployment insurance until June 1996) program since 
1940. The system covers wage and salary employees only; self-employed workers are excluded 
from coverage except self-employed fishermen, who are covered for income support during the 
off season under separate regulatory rules. : 


Financing arrangements for the program have undergone several rounds of changes, the most 
significant of which took place on November 18, 1990. Prior to that date, costs of operating the 
system were shared between employees, employers and the federal government — each party 
was responsible for different components of the total cost at different points in time under 
different legislation. Under Bill C-21 which took effect on November 18, 1990, the federal 
government completely withdrew its share of contribution and the fund became “self-financing” 
— responsibility for the entire cost of running the system fell solely on the shoulders of 
employees and employers.” 


Table 2 shows the key financing parameters of the program since 1972. Employee premiums are 
calculated as the product of the premium rate multiplied by the insurable earnings up to a 
maximum. Both the premium rate and the maximum insurable earnings are set by the Canada 
Employment Insurance Commission, with the approval of the Governor in Council on the 
recommendation of the Minister of Human Resource Development and the Minister of Finance. 
As specified by the Employment Insurance (EI) Act, 


WC levies by all the provincial/territorial governments are counted in the paper as one national payroll tax 
primarily because the objective of these levies is the same across all jurisdictions --- to fund WC programs. It 
must be noted that unlike EI and C/QPP taxes, WC taxes are independently levied by each provincial/territorial 
government with substantial variations in premium rates as well as methods of operation across these 
jurisdictions. There are also wide variations in assessment rates and methods of operation within some 
jurisdictions, see discussion below. 


Details on financing arrangements are documented in Z. Lin (1998), “Employment Insurance in Canada: Recent 


Trends and Policy Changes”, vol. 46, no. 1, Canadian Tax Journal 58-76.; also in J. Kesselman (1983), 
Financing Canadian Unemployment Insurance, Canadian Tax Paper no. 73, Toronto: Canadian Tax Foundation. 


rrr ee ee 
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The Commission shall, ......, set the premium rate for each year at a rate that the commission 


considers will, to the extent possible, (a) ensure that there will be enough revenue over a business 
cycle to pay the amounts authorized to be charged to the Employment Insurance Account; and (b) 
maintain relatively stable rate levels throughout the business cycle.” 


The coverage was universal for wage and salary employees up to 1978. The job-specific 
minimum weekly hours/earnings coverage requirement was introduced in 1979. It was set at 20 
hours a week or 20% of the weekly maximum insurable earnings for 1979 and 1980; 15 hours a 
week and 20% of the weekly maximum insurable earnings between 1981 and 1986; and 15 hours 
a week or 20% of the weekly maximum insurable earnings between 1987 and 1996. Effective 
January 1, 1997, the EI Act abolished this minimum weekly hours/earnings coverage 
requirement; every hour of paid-employment became insured. For the purpose of calculating 
premiums, the EI Act also replaced the weekly maximum insurable earnings and weekly 
maximum premiums with an annual ceiling. 


11 See HRDC website http://www. hrdc-drhc.gc.ca/ei/legis/ei3.shtml. 
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Table 2: Key Parameters of Employee* Contributions to Employment Insurance,” 


1972-1999 
Premium Annuall 
Rate Minimum Coverage Maximum Maximum Maximum Maximum 
Requirement Insurable Premiums Insurable Premiums 
Earnings Earnings 
(%) ($) ($) 

None ‘ 7,800 70.20 

None 160 1.60 8,320 83.20 

None 170 2.38 8,840 12376 

None 185 2.59 9,620 134.68 

None 200 3.30 10,400 171.60 

None 220 3.30 11,440 171.60 

None 240 3.60 12,480 187.20 

20 hours or $79.50 265 3:55 13,780 160003 
20 hours or $87.00 290 3.02 15,080 203.58 
15 hours and $83.00 315 567) 16,380 294.84 
15 hours and $70.00 350 5.78 18,200 300.30 
15 hours and $77.00 385 8.86 20,020 460.46 
15 hours and $85.00 425 979 22,100 508.30 
15 hours and $92.00 460 10.81 23,920 562.12 
15 hours and $99.00 495 11.63 25,740 604.89 
15 hours or $106.00 530 12.46 27,560 647.66 
15 hours or $113.00 B05 13.28 29,380 690.43 
15 hours or $121.00 605 11.80 31,460 613.47 
15 hours or $128.00 640 14.40 33,280 748.80 

15 hours or $136.00 680 15.30/19.04 35,360 795.60/990.08 

(892.84) 

15 hours or $142.00 710 2130 36,920 1,107.60 
15 hours or $149.00 745 2235 38,740 1,162.20 
15 hours or $156.00 780 23.95 40,560 1,245.19 
15 hours or $163.00 815 24.45 42,380 1,271.40 
15 hours or $150.00 750 22S 39,000 1,150.50 
39,000 1,131.00 

39,000 1,053.00 

39,000 994.50 


a Employer premiums are equal to 1.4 times employee premiums since 1972. 

b The system was known as unemployment insurance (UI) up to July 1, 1996. 

a The weekly coverage requirement applied to each job separately. Hours of work/earnings could not be summed up 
across different jobs to meet this minimum coverage requirement. For example, an employee who held many different 
jobs, none of which separately met the coverage requirement but well above the hours/earnings threshold if taken 
together, was not covered by the system. Effective January 1, 1997, this minimum weekly hours/earnings coverage 
requirement was abolished and every hour of work was insured. 

] The new premium rate of 2.80% took effect July 1. Figure in parenthesis is the annual estimate weighted by the total 
number of weeks in which each premium rate was in effect. 

2 For calculating EI benefits, the maximum weekly insurable earnings were set at $845 for the first six months and then 
at $750 until the year 2000. 

Source: Human Resources Development Canada. 


a 
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Table 3: Key Parameters of Employee* Contributions to Canada Pension Plan,” 1966-1999 


Contribution Rate MPEs Exemption MCEs Maximum Contributions 
Ss) SESS (;) SO) SS) INT ¢ > OE 
1966 1.8 5,000 600 4,400 79.20 
1967 1.8 5,000 600 4,400 79.20 
1968 1.8 5,100 600 4,500 81.00 
1969 1.8 5,200 600 4,600 82.80 
1970 1.8 5,300 600 4,700 84.60 
1971 1.8 5,400 600 4,800 86.40 
1972 1.8 5,500 600 4,900 88.20 
1973 1.8 5,600 600 5,000 90.00 
1974 1.8 6,600 700 5,900 106.20 
1975 1.8 7,400 700 6,700 120.60 
1976 1.8 8,300 800 7,500 135.00 
1977 1.8 9,300 900 8,400 151.20 
1978 1.8 10,400 1,000 9,400 169.20 
1979 1.8 11,700 1,100 10,600 190.80 
1980 1.8 13,100 1,300 11,800 212.40 
1981 1.8 14,700 1,400 13,300 239.40 
1982 rs 16,500 1,600 14,900 268.20 
1983 1.8 18,500 1,800 16,700 300.60 
1984 1.8 20,800 2,000 18,800 338.40 
1985 1.8 23,400 2,300 21,100 379.80 
1986 1.8 25,800 2,500 23,300 419.40 
1987 1.9 25,900 2,500 23,400 444.60 
1988 2.0 26,500  —_—-2,600 23,900 478.00 
1989 pay 27,700 2,700 25,000 525.00 
1990 Debi 28,900 2,800 26,100 574.20 
199] 2.3 30,500 3,000 27,500 632.50 
1992 2.4 32,200 3,200 29,000 696.00 
1993 2.5 33,400 3,300 30,100 752.50 
1994 2.6 34,400 3,400 31,000 806.00 
1995 oF 34,900 3,400 31,500 850.50 
1996 2.8 35,400 3,500 31,900 893.20 
1997 3.0 35,800 3,500 32,300 969.00 
1998 3.2 36,900 3,500 33,400 1,068.80 
1999 3.5 37,400 3,500 33,900 1,186.50 


a Employer contributions are equal to employee contributions; self-employed workers pay both the employee and 


employer contributions. 
b Workers in Quebec are covered by, and contribute to, the provincially-run Quebec pension plan (QPP). QPP’s 


contribution parameters are identical to that of CPP. 
Source: Human Resources Development Canada. 


For the year 1999, the employee premium rate is set at $2.55 per $100 of insurable earnings; the 
yearly maximum insurable earnings at $39,000. The maximum premiums each wage and salary 
worker contributes to the system for the year is hence $994.50; employers are assessed at 1.4 
times the employee premium rate for the annual maximum of $1,392.30 per employee. 


Canada/Quebec Pension Plan Contributions 


The federal/Quebec governments have also levied a national payroll tax on employees, 
employers and the self-employed to finance the Canada/Quebec pension plan (C/QPP) since 
1966. The C/QPP is financed on a pay-as-you-go basis (i.e., contributions by today’s workers 
finance the benefits of today’s recipients). All Canadian workers between the age of 18 and 
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retirement (60 to 70) are covered by the program. Major changes to the plan (e.g., benefit levels, 
contribution rates, the contributory base, or the investment of the CPP fund) require the approval 
of the Parliament of Canada and the governments of at least two-thirds of the provinces with 


two-thirds of Canada’s population. 


The key financing parameters since 1966 are shown in Table 3. In 1999, the maximum 
pensionable earnings (MPEs) are set at $37,400, the basic exemption at $3,500 and the maximum 
contributory earnings (MCEs) at $33,900. All wage and salary employees and their employers 
contribute at a separate equal rate of $3.50 per $100 of the contributory earnings up to the 
maximum contribution of $1,186.50. Self-employed workers pay both the employee’s and 
employer’s share of contributions at a combined rate of $7.00 per $100 of the contributory 
earnings for a maximum contribution of $2,373.00. 


Workers’ Compensation Premiums 


Workers’ compensation (WC) premiums are levied on employers only by all provincial/territorial 
governments to finance the workers’ compensation programs run by the provincially/territorially 
administered Workers’ Compensation Boards (WCBs). 


Premiums charged to fund the WC programs are based on industry groupings with different 
collective liability assessment and varying degrees of experience rating (i.e., premiums vary 
according to the hazard or risk of actual program use). This approach is used in all provincial and 
territorial jurisdictions except Prince Edward Island, Nova Scotia and the North West Territories. 
An employer may have its operation classified into more than one industry with different 
assessment rates. The system further allows some degree of experience-rating within the broad 
industrial categories, resulting in different assessment rates within the same industry.’ 


Provincial/Territorial Payroll Taxes 


As noted earlier, there are currently six provincial/territorial payroll taxes levied by five 
provincial/territorial governments. They are the health services fund contributions levied mostly 
on employers by Quebec; the health and post-secondary education tax levy charged exclusively 
on employers by Manitoba; the employer health tax of Ontario; the health and post-secondary 
education tax levied on employers only by Newfoundland; the payroll tax levied on employees 
only by Northwest Territories; and the employer contributions to vocational training charged on 
employers only by Quebec. While detailed description and analysis of these payroll taxes are 
provided in Kesselman (1997),'° the following outlines the key parameters of each of them in a 
chronological order. 


Quebec’s Health Services Fund 


Quebec was the first province to levy a tax on employer payrolls as well as net individual income 
to partly finance its health care system in 1970. Key parameters of the tax are shown in Table 4. 


'? For further details on the financing of the Canadian WC system, see F. Vaillancourt (1994), The Financing of 


Workers’ Compensation Boards in Canada: 1960-1990, Canadian Tax Paper no. 98, Toronto: Canadian Tax 
Foundation. 


13 mH : 
J. Kesselman (1997), “General Payroll Taxes in Practice: The Canadian Provinces”, Chapter 5, supra footnote 5. 
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The levy on employers has been flat-rated up to 1998 and includes the entire payroll of all 
employers in the coverage with only minor exceptions.'* The legislated employer tax rate has 
been through many rounds of increases since its inception. It was initially set at 0.8% of the 
employer’s total payroll in 1970, and has risen to the present level of 4.26% since May 1995. 


Table 4: Key Parameters of Quebec’s Health Services Fund, 1970-1998 


Employer Contributions Non-Employer Contributions 
Maximum ($) 

Effective Tax Rate (%) | Effective Tax Rate (%)* Employee” Self-Employed 
November 1, 1970 0.80 1970 - 1975! 0.8 125 12> 
June 1, 1976 1.50 1976 1.2 188 300 
April 1, 1981 3.00 | 1977 5 235 375 
May 2, 1986 S22 
May 17, 1989 3.36 Effective Taxable income ($)° Tax Rate® Maximum ($) 
April 27, 1990 3.45 Since 19937 Under 40,000 1.0% 150 
September 1, 1991 Si bs Over 40,000 $150 + 1.0% 1,000 
Since May 10, 1995 4.26° 


a Applied to net income from all sources. 

b Applied to employees whose employment income accounted for at least 75% of net income or those over 65. 

Cc Excluding wages and salaries; income from other sources as specified in the 1993-94 Budget, such as alimony payment 
and 20% of taxable dividends. Beginning in 1994, Old Age Security benefits are also excluded. 

The tax liability is calculated by applying the rate to taxable income. 

Special rules applied for workers with low income. 

Allowing an exemption of $5,000. 

A series of contribution rate reductions to small employers with payrolls under $5 million were announced in the 1998 
Budget, see discussion below. 

Source: Ministére des Finances du Québec. 


WN a 


Between 1970 and 1977, the levy was also charged on the net income of employees and the self- 
employed. The legislated tax rate was also flat, applied to the net income from all sources (0.8% for 
1970 to 1975, 1.2% for 1976 and 1.5% for 1977). The exemption level for married couples was 
twice as for single persons. And the maximum tax liability for wage and salary workers was 
different from that of the self-employed. These non-employer contributions were abolished at the 
end of 1977. 


In 1993, another form of non-employer contributions to the HSF was introduced. This renewed 
tax differs from the earlier levy in a number of ways. First, the tax base now excludes employees’ 
wages and salaries that are already subject to the employer tax, in addition to a number of items 
as specified in the 1993-94 Budget. Second, an exemption of $5,000 is allowed but applies to 
individual taxable income regardless of marital status. Third, there is still a maximum tax 
liability but the difference between employees and the self-employed no longer exists. Finally 
and more significantly, the tax structure is no longer flat-rated but rather depends upon levels of 
taxable income: for individuals whose taxable income is under $40,000, the tax rate is 1.0% for a 
maximum contribution of $150; for those whose taxable income is over $40,000, the tax liability 
is equal to $150 plus 1% of the taxable income for amaximum contribution of $1,000. 


e exempted from the tax coverage, regardless of whether their 


Mt ing in Indian reserves ar 
ative employers operating 1n In : the 
‘i ai ted from the tax levy since 1986 on their employees working in 


employees are Indians; employers are also exemp 
international financial and trade businesses. 
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Table 5: An Illustration of Quebec’s HSF to Small Businesses, 1999-2001 


Total Payrolls Tax rate (%) Tax rate (%) Tax rate (%) Total % reduction 
(January 1, 1999) (January 1, 2000) (January 1, 2001) 

$1 million or less 4.00 Se 210 36.6 

$2 million 4.07 3.48 3.09 2S 

$3 million 4.13 3.74 3.48 18.3 

$4 million 4.19 4.00 3.87 9.2 

$5 million or more 4.26 4.26 4.26 None 


Source: Personal communication with officials from the Ministére des Finances du Québec, received on September 
27,1999 from Sylvie Ratté of the Canadian Federation of Independent Businesses, Montreal, Quebec (email at 
sylrat@netcom.ca). 


The HSF offered no relief to small businesses until the 1998 Budget, which introduced a series of 
graduated contribution rate reductions to private-sector small employers based on their total 
payrolls. The phased-in rate reduction planned in the 1998 Budget would take effect July 1999 
and again July 2000. But the government decided to implement it in three phases, with the first 
round of rate reduction starting in January 1999; the second round in January 2000; and the final 
round in January 2001. Table 5 illustrates how this relief to small businesses is implemented step 
by step. For example, the contribution rate for employers with payrolls under $1 million is 
reduced to 4.00% for 1999, further to 3.22% for 2000 and 2.70% for 2001 — leading to a total 
reduction of 36.6%. The extent of HSF contribution relief gradually declines as total payrolls 
rise; no reduction is granted once the total payrolls reach $5 million.’ 


Manitoba's Health and Post-Secondary Education Tax Levy 


Manitoba was the second province to levy a payroll tax to help finance its health care and post- 
secondary education system in 1982. The levy is charged to employers only and covers all 
industrial sectors with one minor exception.'® Key parameters of the tax are shown in Table 6. 


In the first two years, no relief to small businesses was provided and the full tax rate of 1.5% was 
applied to the entire payroll. Since 1984, however, a “‘notch-rated” system has evolved to relieve 
small and medium-sized employers from the tax burden. The exemption was initially set at 
$50,000, and has gradually increased to the present $1 million since 1998. At the same time, the 
“notch maximum” has risen from the initial $75,000 to the present $2 million. The “notch rate” 
(stabilized at 4.5% since 1989 and declining to the present 4.3%) is applied to the “notch range” 
(= payroll - exemption) when total payroll is under the “notch maximum”; and the full tax rate 


'S Let T denote the contribution rate, superscript the year, and M the quotient obtained by dividing an employer’s 
total payroll by $1 million, the contribution rate for 1999 to 2001 applicable to employers with total payrolls 
under $5 million is calculated as the following: 

T!” = (0.063% x M'*) + 3.941%; 
T° = (0.258% x M?™) + 2.966%; and 
T°! = (0.390% x M™') + 2.310%. 


The calculated rates are rounded to the second decimal point, for more details see Ministére des Finances du Québec 
(1998), Bulletin d’information 98-8, also available at website http://www.finances.gouv.qc.ca. 


Payrolls of commercial truckers associated with out-of-province activities have been exempted from the tax 


coverage since 1988. This coverage exemption was extended to all remunerations directly related to 
interprovincial and international transportation in 1991. 
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(stabilized at 2.25% since 1987 and declining to the present 2.15%) is applied to the entire 
payroll when total payroll exceeds the “notch maximum’, 


Table 6: Key Parameters of Manitoba’s Health and Post-Secondary Education Tax Levy, 


1982-1999 
Effective Exemption Notch Maximum Notch Rate Full Rate 
($) ($) (%) (%) 
July 1, 1982 None None None 1.50 
January 1, 1984 50,000 75,000 4.50 1.50 
January 1, 1987 100,000 150,000 6.75 1.50 
April 1, 1987 100,000 150,000 6.75 pc de 
January 1, 1989 300,000 600,000 4.50 pas 
January 1, 1990 600,000 1,200,000 4.50 spe, 
January 1, 1994 750,000 1,500,000 4.50 205 
January 1, 1998 1,000,000 2,000,000 4.50 IEG ds) 
January 1, 1999 1,000,000 2,000,000 4.30 pm Te) 


Source: Manitoba Department of Finance. 
Ontario’s Health Tax 


From 1959 to 1989, Ontario charged health insurance (OHIP) premiums on program 
participants.'’ Beginning in 1990, the OHIP premiums were abolished and a payroll tax was 
levied to help finance. health care spending. The tax was initially levied on employer payrolls 
only (Employer Health Tax (EHT)) but expanded its coverage to net self-employed income in 
1993 (Self-Employed Health Tax (S-EHT)). Key parameters of the tax are shown in Table 7. 


Table 7: Key Parameters of Ontario’s Health Tax, 1990-1996 


EHT S-EHT 
Effective Payroll Range Tax Rate* | Effective TNSEI” Tax Calculation® 
($) (%) ($) ($) 

1990 Up to 200,000 0.980 1993 Up to 40,000 0 
200,001-230,000 1.101 40,001-200,000 (TNSEI-40,000) x 0.98% 
230,001-260,000 1,223 200,001-400,000  1,568+(TNSEI-200,000) x 2.726% 
260,001-290,000 1.344 Over 400,000 (TNSEI-40,000) x 1.95% 
290,001-320,000 1.465 
320,001-350,000 1.586 
350,001-380,000 1.708 
380,001-400,000 1.829 
Over 400,000 1.950 


These are not marginal tax rates applying to the payrolls within the stated payroll ranges but rather tax rates that apply 
to the full payroll for an employer with payroll within the stated range. 


Total net self-employment income. . | | 
The tax liability is reduced by 22% of the calculated amount to reflect that S-EHT is not deductible for income tax 


purposes but EHT payments are. 
Source: Ontario Ministry of Finance. 


Cc 


——— a . 
17 It is estimated that approximately 65% of OHIP premiums were paid by employers on behalf of their employees 


as fringe benefits, see B. Dahlby (1993), “Payroll Taxes”, in A. Maslove (ed.), Business Taxation in Ontario 80- 


170, Toronto: University of Toronto Press. 
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The tax structure did not change until 1997. The EHT did not allow any exemption and applied 
to the entire payroll of all employers with only a few minor exceptions.'® Relief to smaller 
businesses was provided by a series of nine graduated tax rates. The bottom rate of 0.98% (about 
half of the top rate) applied to employers with payrolls under $200,000; the rate gradually 
increased as payrolls rose to higher levels; and the top rate of 1.95% applied to employers with 
payrolls over $400,000. 


To stimulate job creation in the private sector, the 1994 Budget announced an EHT holiday. 
Effective May 1, 1994, all private-sector employers who expand employment do not have to pay 
EHT on the increased portion of the payroll for a full year. In other words, the EHT is calculated 
on the lesser amount of payroll between the current year and the previous year.” 


The S-EHT was based on the total net self-employment income (TNSEI) with an exemption of 
$40,000 and a different rate structure. The bottom rate of 0.98% applied to self-employed 
workers with TNSEI below $200,000; for those whose TNSEI fell between $200,000 and 
$400,000, a marginal rate of 2.726% applied to the portion of TNSEIs above $200,000; and the 
top rate of 1.95% applied to those whose TNSEI exceeded $400,000. The tax liability of all self- 
employed workers was reduced by a provincial tax credit of 22% of the calculated amount in 
Table 7 to reflect the fact that S-EHT was not deductible for income tax purposes but EHT 
payments are. 


A series of changes to the EHT and S-EHT were announced in the 1996 Budget. Among them 
were i) the introduction of the EHT exemption of $400,000 by 1999, available to all private- 
sector employers and to be phased in over a three-year period;”° ii) the applicable EHT rate 
being determined by the before-exemption payroll level; 111) the abolition of the one-year EHT 
holiday effective 1997; iv) the abolition of S-EHT by 1999; v) increasing the existing S-EHT 
exemption of $40,000 to $200,000 for 1997 and $300,000 for 1998; vi) replacing the old S-EHT 
rate structure with a flat rate of 1.95% for both 1997 and 1998; and vii) the introduction of the 
Fair Share Health Care Levy (FSHCL) on individuals with high income effective 1996 — this is 
essentially the high income surtax renamed. 


The 1998 Budget announced two additional changes to the EHT and S-EHT: i) the exemption of 
$400,000 was accelerated to take force July 1, 1998, thus the exemption for 1998 effectively 
became $350,000; ii) to parallel the acceleration of EHT exemption, the 1998 total exemption on 
self-employment income also became $350,000. 


Exempted from the tax coverage are payrolls of foreign embassies and consulates and native employers operating 
on Indian reserves. 


To ensure that employers do not take advantage of this policy for tax planning, a number of measures have been 
applied, including i) only genuinely new employers do not have to pay EHT in their first year of operation; ii) 
employers that have purchased, sold or reorganized a business or part of a business must factor in the payroll of 
the old entity in comparing the payroll of the two years; and iii) associated employers and employers with more 
than one account must aggregate their payrolls before doing year-over-year comparisons. 


Associated employers must agree to share only one exemption among them. The exemption is $200,000 for 1997; 
$300,000 for 1998; and $400,000 for 1999 and onwards. The exemption for part-year employers will be prorated 
by the number of days in which the business is in operation. Public-sector employers currently excluded from the 
one-year EHT holiday on increases in payroll are not eligible for the exemption. 
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With 1997 and 1998 as the transition period, the original graduate-rated EHT has evolved to a 


completely flat-rated (at 1.95% of total payrolls) system with an exemption of $400,000, 
effective January 1, 1999. 


Newfoundland’s Health and Post-Secondary Education Tax 


Newfoundland introduced its payroll tax to help finance the health care and post-secondary 
education system in 1990. The tax is levied on employers only. Initially, an exemption of 
$300,000 was allowed to all employers;”! the tax rate was set at 1.5%; and payrolls of all 
employers except those in the renewable resource sector (fishing, farming and forestry) were 
covered. Effective July 1992, the exemption level was lowered to $100,000; the tax rate was 
raised to 2%; and the previously exempted payrolls of employers in fishing, farming and forestry 
became taxable at the preferential rate of 1%. The exemption threshold was raised to $120,000, 
effective January 1, 1998; and further to $150,000, effective J anuary 1, 1999. 


Northwest Territories’ Employee Payroll Tax 


Northwest Territories was the latest jurisdiction to enact a payroll tax in 1993. The tax is levied 
on employees only. The flat tax rate of 1% applies to all wages and salaries without any 
exemption or maximum. At the same time as the payroll tax was introduced, a refundable cost- 
of-living income tax credit to year-end residents was initiated and paid through personal income 
tax returns. Therefore, the payroll tax burden essentially falls on workers who are not year-end 
residents of the territories. The objective of the tax is indeed to recover personal income taxes 
from workers who are not year-end residents and hence do not pay the territorial personal income 
tax. 


Quebec’s Employer Contribution to Vocational Training 


Effective 1996, Quebec also levied a payroll tax on employers to help finance its training costs. 
The flat tax rate of 1% applies to payrolls in excess of the exemption level ($1,000,000 for 1996, 
$500,000 for 1997; and $200,000 from 1998 onwards). Employers’ tax liability is reduced by the 
amount of investment they spend on government-approved manpower training. 


3. Trends in Recent Years 


This section reports payroll tax trends for Canada as a whole and for each province from 1980 to 
1997, the most recent year for which data are available at time of writing. Annual data by 
component and by province dating back to 1961 are reported in Lin (2000) and available upon 
request from the author in machine-readable form. Data reported here are historically revised 
series, and thus may differ somewhat from those reported earlier in Lin, Picot and Beach 


(1996).” 


21 Associated employers were entitled to only one exemption among them. 


22 7. Lin (2000), Payroll Taxes in Canada, 1961-1999: Structure, Statutory Parameters, and Historical Trends, 
Ottawa: Statistics Canada Labour and Household Surveys Branch (forthcoming). 


3 Supra footnote 1. 
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Data Source 


The primary data (payroll taxes in current dollars) are extracted and derived from the following 
sources: the supplementary labour income (SLI) database compiled and maintained by the 
Income and Expenditure Accounts Division of Statistics Canada; and provincial accounts of 
Quebec, Manitoba, Ontario and Newfoundland. The SLI provides data on employer EI premiums 
and C/QPP contributions, based on which employee and hence total EI and C/QPP payroll taxes 
are calculated according to the fixed ratios described in the previous section; the SLI also 
provides data on workers’ compensation premiums. The provincial accounts of Quebec, 
Manitoba, Ontario and Newfoundland provide data on five of the six provincial payroll taxes, 
also described in the previous section. 


Included in our data are payroll taxes collected from employees and employers in the ten 
provinces; those raised in the three territories as well as outside of the country are excluded. The 
main advantage of this dataset is its consistency over a long period. It of course also bears a 
number of limitations. First, as noted above, employee and thus total EI premiums and C/QPP 
contributions are derived from employer taxes based on the statutory fixed ratios. However, it is 
possible that employee contributions exceed the annual maximums in case of holding more than 
one job in a year and the over-contributions are refunded through the personal income tax 
system; whereas employers do not over contribute. Total taxes derived here do not make 
adjustments for employee EI and C/QPP over-contributions, and thus over-estimate total taxes to 
the extent of these over-contributions. Although the degree of these over-contributions is 
unknown, they are not believed to be significant.” 


Second, the EI system has allowed premium reductions to employers (e.g., reductions for hiring 
young workers and reductions to small businesses at various points in time) but not to their 
employees. Deriving employee premiums based on employer taxes thus under-estimate total 
employee taxes. These under-estimates again are not expected to be substantial. 


Third, as noted earlier, the self-employed contribute to the C/QPP at the combined employer- 
employee rate based on their net earnings. Since employee C/QPP contributions are derived from 
employer taxes here, our data under-estimate total C/QPP taxes by contributions from self- 
employed workers.”° 


The following secondary analytical data are constructed using the primary data along with 
relevant data extracted from the CANSIM database of Statistics Canada: 1) average payroll taxes 


Employer EI premiums are equal to 1.4 times employee premiums; employers and employees contribute to 
C/QPP equally. 

*° Adjustments for these over-contributions can be made using the T1 files of Revenue Canada. However, the time 
series would be much shorter. Furthermore, if employer taxes are derived from employee contributions by way of 
the fixed ratios after adjustments for over-contributions are made, the opposite under-estimate of total taxes 
would occur. The most appropriate way to address this issue is to use the job-based T4 files of Revenue Canada, 
through which employer taxes are derived from employee contributions before adjustments for over-contributions 


are made; and employee contributions are adjusted using the annual maximums. But again, the time series would 
be substantially shorter. 


26 . : : 
Again, T1 files will allow the inclusion of C/QPP contributions from the self-employed but the series would be 


much shorter. 
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per employee; 2) payroll taxes as a proportion of the gross domestic product; 3) payroll taxes as a 
share of total federal and provincial government revenues; and 4) the effective payroll tax rates 
(payroll taxes as a fraction of total wages and salaries). 


Average Payroll Taxes per Employee 


Total payroll taxes collected from employees and employers in the ten provinces amounted to 
over $48 billion in 1997, averaging $4,225 per wage and salary worker (Figure 1 and appendix 
Table A2). This represents an increase of 30% from 1990 (at $3,228) and over 150% from 1980 
(at $1,656).”” 


There are substantial variations across the provinces in terms of both level and growth. Quebec 
led the country by a wide margin, with average total payroll taxes amounting to over $5,000 per 
employee in 1997 — nearly 20% higher than the national average. Businesses and their 
employees in Ontario paid the second highest average of $4,350 per employee — about 3% 
higher than the national average. The lowest average taxes were raised in Prince Edward Island, 
New Brunswick and Saskatchewan, equivalent to around three-quarters of the national average. 


Between 1980 and 1997, Newfoundland, Ontario and Manitoba experienced the highest rates of 
growth in average payroll taxes (around 180% to 200%). This is hardly surprising since all 
instituted their levies for health care and/or post-secondary education after 1980. The slowest 
growth was observed in Alberta and British Columbia (104% and 115%, respectively). However, 
the growth pattern changed substantially decade by decade. During the 1980s, Ontario and 
Manitoba experienced the fastest growth (132% and 120%); British Columbia and Saskatchewan 
the slowest (around 50% to 60%). In the 1990s, Newfoundland and British Columbia became the 
fastest-growing provinces in the country (53% and 46%); Ontario and Alberta experienced the 
slowest growth (slightly below 26%). Growth in the remaining provinces was all above the 
national average in the 1990s but all below the national average in the previous decade. 


SSS SSE — ae oes ar Sarat Same nls . . . . . . 
27 All figures are in 1997 constant dollars — inflation is adjusted by the gross domestic product implicit price index. 
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Figure 1: Average Payroll Taxes per Employee, 1980, 1990 and 1997 (1997 dollars) 
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Payroll Taxes as Percentage of GDP 


As shown in Appendix Table A3, total payroll taxes paid by employees and employers in the 
country as a whole have stabilized at 5.7% of GDP (at market prices) since 1992, up from 4.9% 
in 1990 and 2.8% in 1980. Again there are significant provincial variations in both level and 
growth. Not surprisingly, the highest proportions are observed in the four provinces with 
provincial levies. In 1997, revenues raised through payroll taxes amounted to 7.4% of GDP in 
Quebec, 6.1% in Newfoundland, 5.6% in Ontario, and 5.5% in Manitoba. The lowest was 
collected in Alberta at 3.8% of GDP and Saskatchewan at 4.0% of GDP.”* 


From 1980 to 1997, the fastest expansion was observed in Newfoundland, Ontario and Manitoba 
(around 110% to 120%); Nova Scotia and New Brunswick experienced the slowest growth 
(about 50%). This two-decade growth trend is significantly different from that in the 1990s. 
While Newfoundland remained one of the fastest-expanding provinces, the highest growth was 
observed in Nova Scotia, Quebec, Saskatchewan and British Columbia; Ontario and Alberta 
became the slowest-growing provinces in the country. 


*8 Payroll taxes as a share of federal and provincial government revenues (Appendix Table A4) and effective tax 


rates (Appendix Table A5) show a similar stabilization in payroll taxes in the mid 1990s. 
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Figure 2: Payroll Taxes as a Percentage of Gross Domestic Product, 1980, 1990 and 1997 
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Payroll Taxes as Share of Federal and Provincial Government Revenues 


For the country as a whole, revenues generated through payroll taxes paid by employers and 
employees accounted for 14% of all federal and provincial government revenues in 1996, up by 
12% from 1990 at 12.4% and by over 70% from 1980 at 8.2% (see figure 3 and appendix table 
A4). Payroll taxes represent a more important source of government revenues in some provinces 
than in others. In 1996, payroll tax revenues amounted to 16.1% of all federal and provincial 
government revenues raised in Quebec and 15.4% in Ontario, compared to the low of 9.3% in 
Saskatchewan and 9.6% in New Brunswick. In the remaining provinces, the share of all federal 
and provincial government revenues accounted for by payroll tax revenues ranged from 10% to 


12%. 


Substantial differences in the growth of payroll taxes as a source of government revenues also 
exist across provinces. In the 1980s, payroll taxes raised in Ontario, Alberta and Manitoba 
underwent the fastest growth as a source of government revenues (55% to 73%). In the 1990s, 
those taxes collected in Prince Edward Island, Saskatchewan and British Columbia experienced 


the largest expansion (28%, 24% and 18%, respectively). 
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Figure 3: Payroll Taxes as a Share of Federal and Provincial Government Revenues, 1980, 
1990 and 1996 
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The Effective Payroll Tax Rate 


While average payroll taxes per employee show the changing picture of not only payroll taxes but 
also employment in the paid labour market, payroll taxes as a fraction of GDP reflect also the 
dynamic state of the overall economy, and payroll taxes as a share of government revenues 
illustrate the relative importance of the various revenue-generating means. They are no doubt all 
important aspects the analysis so far has covered. However, there is another important aspect for 
further analysis, and that is the earnings of employees and payrolls of businesses. They are, after 
all, the base on which tax amounts are calculated. Therefore, the analysis will not be satisfactory 
without an examination of the tax rate. 


Unfortunately, the tax structure is complicated and analysis of the statutory tax rates is not very 
meaningful either across provinces or over time, for different bases or different rate-structures are 
used to calculate the amount of tax to be paid across different components. As noted in the 
previous section, the EI and C/QPP taxes are based on but not proportional to employees’ 
earnings. The EI tax had a minimum earnings coverage requirement (tax floor) and a tax ceiling 
prior to 1997; while the floor was removed since 1997, the ceiling is still in force. The C/QPP tax 
has in place both a floor and a ceiling. For both federal taxes, the statutory tax rates only apply to 
the taxable range; earnings below the floor or above the ceiling are not taxed. From the point of 
view of employers, amounts of EI and C/QPP taxes can be affected not only by individual 
employee’s earnings but also by the overall earnings mix — it is possible that tax liability can 
vary significantly across different businesses that have the same amount of payrolls. 
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The WC tax is based on total payrolls of the employer, but the applicable tax rate (for the same 
level of payroll) can differ from one WCB to another and from one industry to another, because 
of experience rating. The tax liability thus depends upon not only the level of payrolls but also 


pond business past usage of the system, where the business is located and the industrial mix of its 
activities. 


Quebec’s HSF was a flat-rated levy charged to the entire payroll without exemptions until 1999 
when a series of rate reductions are introduced to provide tax relief to small and medium-sized 
businesses (total payrolls under $5 million); its training levy is also flat-rated, but relief to small 
and medium-sized businesses are provided with exemptions — employers with total payrolls 
below the threshold are exempted from the tax. 


Manitoba’s HPSETL has been “notch-rated” with an exemption to relieve small and medium- 
sized employers from the tax burden since 1984. Payrolls under the exemption are not taxed; 
payrolls under the “notch maximum” are assessed for only the “notch range” (the portion of 
payrolls in excess of the exemption) at the “notch rate”; only when payrolls exceed the “notch 
maximum” is the full payroll assessed at the full rate. 


Ontario’s EHT used to also cover the entire payroll with a series of graduated tax rates — 
employers with different levels of payrolls are assessed at different contribution rates. Since 
1999, the EHT has become a fully flat-rated system with an exemption. Newfoundland’s HPSET 
not only allows an exemption but also assesses employers in the renewable resource sector 
(fishing, farming and forestry) at a reduced rate. 


Due to all of these differences along with the fact that the number of applicable taxes differs 
among provinces (Quebec has five; Manitoba, Ontario and Newfoundland four; the rest of the 
country three), legislated tax rates are not comparable among the four components either over 
time or across provinces. To overcome the difficulty associated with these incompatibilities, our 
analysis hence proceeds with the calculation and comparison of the effective payroll tax rates — 
total payroll tax revenues collected in each province expressed as a fraction of total wages and 
salaries. Thus, the same base is used for the calculation of the tax rate across all components, in 
all provinces, and for all years. 


For the country as a whole, the total effective payroll tax rate amounted to $12.23 per $100 of 
wages and salaries in 1997. This is up by 25% from $9.82 in 1990 and by nearly 120% from 
$5.61 in 1980. This growth trend reflects both the introduction of four of the five provincial 
H/E/Training taxes in the 1980s and 1990s, and increases in existing taxes. There are substantial 
variations in both the level and growth of the effective payroll tax rates across components as 


well as among provinces. 


Differentials across Components 


The EI tax has been the largest component since the early 1980s. Total premiums collected from 
employees and employers amounted to $19.7 billion in 1997, accounting for 41% of total payroll 
tax revenues raised in the country for that year (Figure 4). From 1980 to 1997, the effective EI 
tax rate expanded by over 160% from $1.90 per $100 of wages and salaries in 1980 to $4.98 in 
1997 (see Figure 5). The rate experienced two periods of rapid growth: following the 1981-1982 
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recession and during the 1990-1992 recession.” It also edged up slightly during the 1980s 
recovery and expansion period. The biggest decrease occurred in 1989 when the effective tax rate 
came down by $0.65 per $100 of wages and salaries (the statutory employee premium rate 
dropped from $2.35 per $100 of insurable earnings in 1989 to $1.95 in 1990). The rate decreased 
slightly in 1995 and 1996; but again edged up slightly in 1997 despite the drop in the statutory 
premium rate — likely the result of the abolishment of the minimum earnings coverage 
requirement (tax floor) in that year. 


Figure 4: Distribution of Payroll Taxes Figure 5: Effective Payroll Tax Rate by 
among Components, 1997 Component, 1980-1997 


The C/QPP tax has been the second largest component throughout the period, accountin; for 
32% of total payroll tax revenues in 1997. The effective C/QPP tax rate has steadily risen from 
$2.18 per $100 of wages and salaries in 1980, to $2.39 in 1985 and $2.86 in 1990, further to 
$3.61 in 1995 and $3.92 in 1997. The WC tax has been the third largest component until 1990 
and running neck-and-neck with the provincial H/E/Training tax ever since. In terms of growth, 
the effective WC tax rate rose very slowly (usually in the second decimal point) up until 1989, 
and then fluctuated around 1.6%-1.7% ever since. 


The effective provincial H/E/Training tax rate amounted to $1.71 per $100 of wages and salaries 
in 1997. The largest hike happened in 1990 when Ontario and Newfoundland enacted the levy — 
the rate nearly doubled from 0.82% in 1989 to 1.59% in 1990. Another big increase took place in 
1981 when Quebec doubled its HSF contribution rate (the only provincial tax at the time) — the 
overall effective provincial tax rate jumped from 0.39% in 1980 to 0.63% in 1981; it went further 
up to 0.75% in 1982 when Manitoba introduced the tax. The rate has levelled off for the rest of 
the years throughout the period (around 0.8% in the 1980s and 1.7% in the 1990s). 


*° As noted earlier, financing arrangements also changed in 1990 — the federal government completely withdrew its 


contribution and responsibility for the entire cost of running the system was shared between employees and 
employers. 
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Differentials among Provinces 


Quebec has had the highest effective payroll tax rate in the country throughout the 1980s and 
1990s. For every $100 of wages and salaries, employees and employers in Quebec paid $16.08 as 
payroll taxes in 1997 to both the federal government and the provincial government to help fund 
EI, QPP, WC, health care, and training (Figure 6 and appendix Table A5). The second highest 
tax rate was observed in Newfoundland at $14.17 per $100 of wages and salaries, followed by 
Manitoba at $12.25 and Ontario at $11.78. This is not surprising since these are the four 
provinces that have provincial tax — Quebec has two while the other three have one each. 
Alberta had the lowest effective tax rate at $8.78 per $100 of wages and salaries, equivalent to 
only a little over 70% of the national rate or just 55% of the rate employees and employers paid 
in Quebec. Employees and employers in British Columbia and Saskatchewan also contributed at 
lower rates (around $10.70 for every $100 of wages and salaries). 


In terms of growth of the effective payroll tax rates, Newfoundland and Manitoba led the country 
with their rates rising by around 160% between 1980 and 1997; followed by Ontario and Quebec 
at 130%-140%. Alberta experienced the slowest growth at 64%. For the remaining five 
provinces, the rate expansion ranged from 92% in British Columbia to 112% in Prince Edward 
Island. 
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Figure 6: Effective Total Payroll Tax Rates, 1980-1997 
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Effective Payroll Tax Rate Change and Role of Component 


The contribution of each component to the growth of total effective payroll tax rates between 
1980 and 1997 is shown in Table 8 for Canada as well as in each province. For the country as a 
whole, the total effective payroll tax rate expanded by nearly 120% in this period (rising from 
$5.61 per $100 of wages and salaries in 1980 to $12.23 in 1997, see appendix Table A5). Of this 
growth, 41% is due to rising EI premiums; 26% to increasing C/QPP contributions; 20% to 
increases in existing or enactment of new provincial payroll taxes for health care, post-secondary 
education, or training; the remaining 7% to increasing WC premiums. 


Decade by decade, the expansion of EI premiums has also been the leading source of total 
effective payroll tax rate growth — responsible for 42% of the rate hike in the 1980s and 54% in 
the 1990s. The contribution of rising C/QPP contributions was relatively small in the 1980s 
(16%) but very significant in the 1990s (44%). On the contrary, the effects of provincial taxes 
were substantial in the 1980s (29%) but inconsequential in the 1990s (5%). WC premiums 
dropped slightly in the 1990s but accounted for 13% of the overall rate increase in the 1980s. 


The role of each component in the growth of total effective payroll tax rates varies appreciably 
from one province to another. For the four provinces with the H/E/Training taxes, the share of 
the total rate increase attributable to rising EI premiums ranged from 35%-44% in the 1980s; and 
from 41%-65% in the 1990s. For Quebec, increases in HSF contributions and/or introduction of 
the training levy were the largest source of its total rate hike in the 1980s (37%) and third largest 
source in the 1990s (24%). For Ontario and Manitoba, the contribution of their provincial taxes 
was similar to that of EI premiums in the 1980s (around 34%). In the 1990s, both provinces’ 
effective provincial tax rates edged down slightly. For Newfoundland, the enactment of the H/E 
tax accounted for 13% of its total rate increase between 1980 and 1990, and 20% in the 1990s. 
The effects of rising C/QPP contributions was around 15% in the 1980s in all four provinces; but 
significantly rose to one-third for Newfoundland and Quebec, 47% for Manitoba and 53% for 
Ontario in the 1990s. The role of WC premiums was generally minor in the 1980s and often 
negative in the 1990s. 


For the six provinces without provincial taxes (other than WC), the contribution of growing EI 
premiums ranged from 64%-81% in the 1980s, and from 45%-72% in the 1990s. The share of 
rising C/QPP contributions was about 20%-30% in the 1980s; but substantially increased to 
37%-48% in the 1990s — in particular, it reached 65% for Alberta. The effects of WC premiums 
were again relatively insignificant in the 1980s and often negative in the 1990s — the effective 
WC tax rate dropped by 15% for Ontario (from 1.83% in 1990 to 1.55% in 1997) and by 28% for 
Alberta (from 1.32% in 1990 to 0.95% in 1997, see appendix table AS). 


To sum up, rising EI premiums have consistently been the leading contributor to total effective 
payroll tax rate growth in both the 1980s and 1990s both in the country as a whole and in each 
province. The effects of increasing C/QPP contributions were relatively small in the 1980s but 
rose significantly in the 1990s. For those with provincial taxes, these taxes were an important 
source of their effective payroll tax rate growth in the 1980s and remained so for Newfoundland 
and Quebec in the 1990s. The contribution from WC premiums was small in the 1980s and often 


negative in the 1990s. 
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4. An International Perspective 


Governments raise tax revenues through many different forms,°° and some rely upon some forms 
more heavily than others. A country’s payroll tax burden can be assessed by expressing payroll 
tax revenues as a fraction of total economic activities (e.g., the gross domestic product); its 
degree of reliance on payroll taxes (relative to other forms of taxation) can be examined by 
looking at the share of total tax revenues accounted for by payroll taxes. By both measures, how 
do Canadian payroll taxes compare to that of other countries? While extensive international 
comparisons are found in Kesselman (1997),?! what follows updates payroll taxation usage 


among OECD member countries to 1996, the most recent year for which comparable data are 
available at time of writing. 


Look at the payroll tax burden first. According to data compiled by the OECD, total payroll tax 
revenues” in Canada amounted to 6.0% of GDP? in 1996 (figure 7). That was the lowest among 
the world’s richest countries — slightly lower than that of the United Kingdom (at 6.2% of 
GDP), 14% lower than that of the United States (at 7.0% of GDP), 42% lower than that of Japan 
(at 10.4% of GDP), equivalent to around 40% of that of Italy and Germany (at 14.9% and 15.5% 
of GDP, respectively), and only 29% of that of France (at 20.7% of GDP). 


Figure 7: Payroll Taxes as a Percentage of GDP in G7 Countries, 1996 


Germany France G7 Average 


Source: See end of Table 9. 


30 The OECD classification system divides total taxation into six main components: Class 1000 — Taxes on 
income, profits and capital gains; Class 2000 — Social security contributions; Class 3000 — Taxes on payroll 
and workforce; Class 4000 — Taxes on property; Class 5000 — Taxes on goods and services; and Class 6000 — 


Other taxes. 
3! Supra footnote 8, section entitled “Comparative Use of Payroll Taxes”. 


32 Given that some countries have only class 2000 while others have both classes 2000 and 3000, both classes are 
combined here as a single category, “payroll taxes”, to improve cross-country comparability. Note that the great 
bulk of payroll-type taxes are placed in the OECD’s Class 2000 rather than Class 3000. 

33. Our calculations showed slightly lower payroll taxes revenues in 1996 (56% Table A3). This is likely due to data 

differences. 
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When the comparison is extended to all OECD member states, Canada’s payroll tax burden also 
stands out as one of the lowest. It was about 60% of the OECD average (at 10.1% of GDP) in 
1996 and ranked the 9th lowest among the 29 member states, higher only than that of New 
Zealand, Denmark, Australia, Korea, Mexico, Iceland, Turkey, and Ireland (see Table 9). 


However, as Figure 8 and Table 9 show, growth patterns of the tax burden tells a different story. 
As a proportion of GDP, Canada’s payroll taxes expanded by 77%, rising from 3.4% of GDP in 
1980 to 6.0% in 1996. That was four times the average growth of 19.2% experienced by the G7 
member countries (from 9.7% of GDP in 1980 to 11.5% in 1996), and nearly four times the 
average growth of 19.9% experienced by 25 OECD member nations for which both the tax has 
been applicable and data have been available since 1980 (from 8.4% of GDP in 1980 to 10.1% in 
1996).** In fact, Canada’s growth rate was the third highest among these 25 countries, being 
surpassed only by that of Korea and Denmark. Growth since 1990 demonstrates a very similar 
picture. Canada’s expansion was the fastest among the G7 members and the fifth fastest among 
26 OECD members, slower only than that of Finland, Switzerland, Iceland, and Korea. 


Figure 8: Growth of Payroll Taxes as a Percentage of GDP in G7 Countries, 1980-1996 


@ 1980- 96 


Canada G7 Average 


Source: See end of Table 9. 


Turn to the relative extent of reliance on payroll taxes now. The contribution of payroll taxes to 
Canada’s total taxation is one of the lowest among the world’s leading industrialized countries. 
As seen in Table 10, total payroll tax revenues in Canada accounted for 16.3% of total taxation in 
1996. That share was the lowest and amounted to only slightly over half of the 30.7% of total 
taxation average among the G7 countries. For example, the United States collected nearly a 


34 : 
For Czech Republic, Hungary, Poland and New Zealand, either the tax has not been applicable or data have not 


been available for the entire period. 
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quarter of its total tax revenues through payroll taxes. France has the highest degree of reliance 
on payroll taxes — 45% of its total tax revenues were raised through payroll taxes. Canada’s 
payroll tax share of total taxation was the 9th lowest and equivalent to under two-thirds of the 
25.8% of total taxation average among the 29 OECD member countries. 


As a fraction of total taxation, Canada’s payroll taxes expanded by 55%, increasing from 10.5% 
of total taxation in 1980 to 16.3% in 1996. That growth rate was by far the highest among the G7 
countries — over seven times the average growth rate of 7.4% (28.6% of total taxation in 1980 to 
30.7% in 1996). The importance of payroll taxes as a source of tax revenues during this period 
declined by 17% in the United Kingdom (from 20.9% of total taxation to 17.3%) and 11% in 
Italy (from 38.6% of total taxation to 34.4%). Among 25 OECD member countries, Canada’s 
growth rate for this period was the third highest, lower only than that of Denmark and Korea. 
Since 1990, Canada’s reliance on payroll taxes grew by 14%, the second fastest growth among 
the G7 countries — equivalent to 54% of Japan’s growth rate (at 26%). Among the 26 
comparable countries, Canada’s growth rate since 1990 ranked the 6th highest — being 
surpassed by Switzerland, Finland, Japan, Iceland, Korea. 


To sum up, Canada’s payroll taxes have historically been one of the lowest among the world’s 
leading industrialized countries. This is true whether they are expressed as a proportion of the 
gross domestic product or as a fraction of total tax revenues. Despite one of the fastest growth in 
recent years, payroll taxes remain much lower in Canada than in many of these countries. 


-27- Statistics Canada No. 11F0019MPE No.149 


Analytical Studies Branch - Research Paper Series 


6PL°-ON SdW6LOOSIL “ON Bpeued soysiels - 87- seues Jedeg yoleasay - youelg saipnis jeonAjeuy 


‘OT PUL FI SIIQEL ‘2661-S96] ‘SIUSUDIS anuaday ‘(366I ‘SURd) COAO Woy vouepnsyes s Joyiny :edIN0s 
‘agyqeyiear jou/oyqvordde jon :'e-u 

‘g[quyieae jou ose yep JO s[qvordde jou st xe} oy) JOYE YOTYM JOJ saLUNOD BuIpNyox| , 
‘(OOOE SSBI9) SO10FYIOM puke [JoIked UO soxe} puK (QOOT SSBID) SUONNGINUOD AjLINDaS [eIOOs JouNg , —-°9]0N 


88 9°6 Cc él cll CH 9°01 Vv Ol L'6 aSVIOAR (DH 
6 CI GQ 661 VOI VOI 68 L8 v8 g2sesoae GOO 
0% CL Lol 6C d0urly 
Tel ov 81 87 eLysny 
VC 6c oA)- LZ SpUPTIOYION 
.u ae au 97 oiqndoy ysezD 
81 (Oe 16 CC uapoms 
eS | peed VaLh pT Auvuliay 
al Tt Vale EC Aye vy] 
LO a Om) (a6 wini3]oq 
eu ‘eu ‘eu 1Z Aresuny] 
‘eu ‘eu ‘eu 0Z purjog 
0'0¢ las vPYy 6] pue]IOZIMS 
vol Lo Sve 81 Q000ID 
re St 669 Li pueyuly 
0'0 EY, eV 91 uredg 
80 oe a a Cl BINOqgUIOXN’T 
evi ORS SOV al uedes 
Ect CCC L‘9 €[ ABMION 
pgs Le Vil I jesnjyiog 
v1 691 9°81 Il Saye1g pouy 
00 cOl- COL lol wopsury pou 
| 6 CS SOL 6 epeury 
OVis 881 ec 8 pue[al] 
9¢ 09S 0°09 - Aoyin 
wce SEC L'v9 9 pur[so] 
00 00 00 ¢ OdIXIJ 
0001 L°99¢ £-££9 v vo10¥ 
SOI LSet 00S € elyeysny 
00 O'Scl O'S7cI Z yreulusq 
isLS> ‘eu ‘eu I puvyeoz7 MON 


9661-0661 0661-0861 9661-0861 9661 S661 0661 C86l O86l 966] Ul yueY 
YIMOID UIIIg dd) jo woolsg 


9661-086 ‘SIVAA P2qDIJ2S ‘salyUNOI GIAO Ul dD Jo asejuad.10g & Sv SaxV], [OIA °6 AQP. 


671 ON AdWELOOAL! “ON Bpeued soysieys 


-62- SOLAS Jaded YoIeaseyY - youRIg SaIpNys jeonAjeuy 


Lg 
L’8 
el 
‘eu 
Ls 
€8 
6¢ 
8°SI 
6'SC 
vil 
283 
‘eu 
88 
6.S- 
‘eu 
fs 
a 
6°81 
Se 
Sis 
as i [e 
ct 
O'rI 
8°6I- 
v's 
£6 
be 
6 LC 
8°6 
YS 
bv vr 
9661-0661 


ZI r'L 
0'€- ys 
v7 ri 
5 2 4 “e'U 
97 r'8 
L’8 ULI 
8'I- 6€ 
SP O1Z 
€-0- VSG 
TLT- 1'97- 
O'rI- 60I- 
secu ‘eu 
y'S- 67 
SOI €9 
‘R’u CU 
O'LI- S'6- 
1'8- yOI- 
Lol OTE 
€'SI- 6'6I- 
SLI CWA 
9'vZ r'01 
Z'8I- GLI 
Z9E TSS 

L'Ov 671 
0°7- e€ 

OTT L'0 

€°9S7 8'€6P 
El O'SP 

0% O'vE 

9°SO1 v6 

e: 2. 

0661-0861 9661-0861 

YJMOIL) JUSDIOg 


“IT PUe CT SQL *266/-S96] ‘SIUSUDIS anuaday ‘(366 ‘SUeq) COAO Wo uoNLNsjed s JoyNY :9d1N0g 
‘orquyreae jou/ayqevordde jon :e'u 
“O[QUIIeAR JOU ole Byep JO a[qeor{dde jou st xe} OY) JOYIIE YOIYM IO} saLNUNOD SuIpNjox| F 


‘(OODE SSPID) 9dI0FY10M pue [[OIAed uO Saxe} pue (QOOZ SsP[D) SUONNGINUOD AyLIND—VS [eIDOS JouNg , —_:9}ON 
L0e €O0¢ 0°67 1'6¢ 9°87 ASVIOAR (DH) 
8ST 6ST 8°€7 9'ET ove asvsoae GOO 

67 oourly 
8Z oyqnday yoez5 
EZ eLysny 
97 Aueulian 
TG SPpULISYION 
v7 puryiozyims 
€Z uedee 
7 ured 
x4 Ayeay 
07 Aresunyy 
61 USPEMS 
at winisjog 
LI purjog 
91 90901D 
SI SINOQUIOXN’] 
vi pueyury 
€l jesnji0g 
cl So7eS Poul) 
a! AeMION 
Ol Wwopsury pouy 
6 epeurs 
8 Aayiny, 
L OOIXdJI 
9 puejody] 
¢ RIIOY 
v puepso] 
€ elensny 
Z ylewusq 
I purleoZ MON 


9661 Ul yueY 


UONeXET, [BJO] JO osevyUDdIOg 


9661-0861 ‘SivaX payra|ag ‘saluN0d GAO Ul UOHeXeT, [eJOT, Jo adej,UIII0g B SB SOXB], [JOB :OT 4", 


5. Summary 


There are currently a total of nine payroll taxes in Canada: two nation-wide by the federal 
government, one nation-wide by all provincial/territorial governments, and six 
provincial/territorial by five provincial/territorial governments. The three national payroll taxes 
are: the employment insurance premiums levied on employees and employers; the 
Canada/Quebec pension plan contributions charged on employees, employers and the self- 
employed; and the workers’ compensation premiums levied on employers only. The six 
provincial/territorial payroll taxes are: the health services fund contributions levied mostly on 
employers by Quebec; the health and post-secondary education tax levy charged exclusively on 
employers by Manitoba; the employer health tax of Ontario; the health and post-secondary 
education tax levied on employers only by Newfoundland; the payroll tax levied on employees 
only by Northwest Territories; and the employer contributions to vocational training charged on 
employers only by Quebec. 


This paper has reviewed the structure and policy parameters of the Canadian payroll tax system. 
It has also documented empirical evidence on its level and growth in recent years. In addition, it 
has compared payroll taxes among the OECD member countries. The following summarizes the 
main findings. 


e Payroll taxes in Canada have grown considerably since the early 1980s, constituting an 
increasingly important source of revenues for both the federal and _ provincial 
governments. However, the rapid expansion observed in earlier years has in large part 
slowed down in the early 1990s. Payroll tax revenues collected from employees and 
employers in the country have stabilized at around 5.7% of GDP or 14.0% of total federal 
and provincial government revenues since 1992; the effective total payroll tax rate has 
levelled off at around $12.20 for every $100 of wages and salaries since 1994. 


e The structure, level, growth, and role of each component of payroll taxes vary 
considerably from one province to another. Yet, EI premiums have been the largest 
component of these taxes in every province in both the 1980s and the 1990s, regardless of 
whether there are provincial payroll taxes; rising EI premiums have also consistently been 
the leading contributor to the expansion of total payroll taxes during this period. 


e Despite rapid growth in the 1980s and early 1990s, Canadian payroll taxes remain one of 
the lowest in the world’s major developed economies. According to data complied by the 
OECD, total payroll tax revenues in Canada amounted to 6.0% of GDP in 1996 — that is 
14% lower than that of the United States; the lowest in the G7 nations; and the 9th lowest 
among the 29 OECD member states. 
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WHAT IF there were a 
place that could save you an 
your business time and mone’ 
by offering a consolidated | 
area with the latest in _ 


Canadian statistics? 


WHAT IF there were a place that 
offered accessible and reliable data on an 
assortment of current hot topics on 


Canadian social and economic themes? 


WHAT IF there were a place where 
analysis experts that know your markets 


could provide you with advice and 


customized data at your fingertips? 
BUILT FOR BUSINESS 


The-ollicial source of Canadian statistics 
THERE IS SUCH A PLACE. All the time — All in one place 


WHaTrT IF there were such a place? 


